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Research Proposal 

Small businesses are prevalent in the U.S. and employ 47.5% of the private workforce (Decker et al., 2014). 
In addition, 80% of businesses are owner-operated (2016 Statistics of U.S. Businesses (SUSB)). 
Furthermore, the Covid-19 crisis and the programs introduced to subside small businesses (e.g., PPP 
provided $669 billion to small businesses in loans and cash grants) have further shown the importance of 
understanding these owner-operated businesses. However, despite the importance of these types of 
firms, there is little credible evidence for small private companies in the U.S. to questions such as how do 
small businesses respond in their financing choices to business shocks (e.g., cash flow shocks)? Who takes 
on the debt, the owner or business? Is the response different in recessions? Does the type of business 
entity (e.g., sole proprietorship, LLC) matter? 

In addition, since the seminal work of Coase (1937), extensive theoretical literature has analyzed the 
determinants and consequences of firm boundaries (e.g., Williamson (1975), Grossman and Hart (1986), 
Holmstrom and Milgrom (1991)). However, less attention has been devoted to small businesses. In 
particular, since most businesses are owner-operated, an important question is to understand the 
boundaries of small businesses, for example, how are owners' and businesses' finances interrelated.  

In this project, we study the boundaries of small businesses by looking at how the small businesses and 
their owners' finance decisions are connected by estimating their responses to cash windfalls on their 
liabilities and assets (e.g., real state). 

To provide credible estimates to these questions, we need plausible exogenous variation in cash flow 
shocks to the business. Second, we need data on the small business, their owners, and their respective 
balance sheets. 

First, in our research design, we exploit the bonuses that retailers earn when selling jackpot-winning 
lottery tickets (Cespedes et al. (2021)). To incentivize retailers to sell lottery tickets, state lottery programs 
provide bonuses to retailers that sell jackpot tickets (i.e., prizes of at least $40 million), usually as a 
percentage of the jackpot prize. Thus, the setting provides quasi-experimental variations in winning ticket 
bonuses of $150,000 on average. The empirical design exploits the fact that conditional on selling a 
winning jackpot, the amount of the retailer's bonus is randomly assigned. This variation will allow us to 
identify how the liabilities and the assets of these businesses and their owners change depending on the 
treatment intensity.  

Second, concerning the data challenges, we hand-collect information on all retailers that sold winning 
Powerball (PB) and Mega Millions (MM) tickets from 2002 to 2021. Then, we complement this data with 
information at both the business and owner levels from Public Records. Crucially, the proceeds of this 
grant will allow us to acquire credit bureau data at the retailer and owner levels.  



This empirical setting offers us a representative sample in the retail trade industry. Our small businesses 
are geographically diverse and cover various types of retailers. Moreover, the retail industry is a nontrivial 
proportion of small businesses, accounting for around 13% of the total small firms (SUSB) and is ranked 
second in the list of industries for entrepreneurs (Lazear (2004)).  

Our paper bridges two strands of the literature that separately study the decision-making of 
entrepreneurs (e.g., Holtz-Eakin et al. (1994), Blanchflower and Oswald (1998), Hamilton (2000), Jensen 
et al. (2004), Andersen and Nielsen (2012), Bellon et al. (2019), and Barrot and Nanda (2020) and small 
businesses (e.g., De Mel et al. (2008), Karlan et al. (2015), and McKenzie (2017)). The main contribution 
of this project is that we will shed light on how the businesses and owners' finance are connected. This 
topic is of interest since small business owners are not well-diversified and typically hold much of their 
wealth in their own businesses and depend on their firms for their labor incomes. 

Our paper is also related to recent studies that have conducted surveys of small businesses and their 
owners in the early phases of the Covid-19 crisis (e.g., Bartik et al. (2020); Bartlett III and Morse (2020); 
Humphries et al. (2020), Kim et al. (2020)). We differ from these papers by providing novel evidence on 
how small businesses' and owners' balance sheets interrelate and how these effects change in different 
states of the economy. Finally, this project is related to Cepedes et al. (2021), which studies windfalls' 
impact on small business growth. Our project will add to the literature by providing novel evidence of 
owners' and businesses' financing decisions.  

 
 
Itemized Budget 
 

• Data acquisition $63,000 
 

Main data sources: 
• Consumer and Small Business Credit Panel (Experian): our study goes from 2002 to 2021. We 

estimate the cost of each year to be $3,000. 
•  Public Records: the annual subscription to a service such as Lexis Nexis is around $3,000. 
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